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EDITORIAL DEPARTMENT NOTE 


During the present economic disturbance governments 
as well as industries have found it increasingly difficult 
to balance their financial budgets. In an effort to balance 
our National budget the Revenue Act of 1932 was en- 
acted on June 6, 1932 at 5:00 P. M. Many of the pro- 
visions of the act reflect the drastic action necessary 
on the part of our federal government to provide addi- 
tional revenue. 

We are presenting in this issue of our Bulletin an 
article covering some of those changes from previous 
statutes which we think will be of most interest to the 
members of our Association. Several of the provisions 
of the Act will entail the keeping of additional account- 
ing records, which means that all who are interested in 
the compilation or interpretation of accounting records 
and reports will find in this issue of our Bulletin an 
article of timely interest and one which should stimulate 
interest in the further study of the subject. 

Mr. Lee Perkins, the author of this paper, after gradu- 
ating in Mechanical Engineering from Purdue University, 
spent eight years in railroad construction and bridge 
erection in the southwest and in Mexico, then three years 
in production work in Automobile factories around De- 
troit. In 1916 he entered public accounting in Toledo and 
in 1918 joined the staff of Scovell, Wellington & Com- 
pany at their Boston office. Through the period of war 
taxes he was in active charge of much of the work of 
the firm on Federal taxes, spending a large portion of 
his time in Washington. Mr. Perkins has been a Director 
of our Boston Chapter in charge of member attendance, 
for the past two years, and has contributed materially 
to the chapter’s successful operation. 
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SOME FEATURES OF THE REVENUE ACT OF 1932 


By Lee Perkins, C.P.A., . 
Scovell, Wellington & Company, Boston, Mass. 


AN article necessarily limited as to length it is, of course, im- 
possible to write an exhaustive treatise on the new Revenue 
Act. Under the headings: 


Manufacturers’ Excise Taxes 

Sundry Excise Taxes 

Income Tax on Corporations 

Income and Other Taxes on Individuals 


an attempt has been made to call attention to those changes from 
previous statutes which will be of most interest to the average : 
member of the National Association of Cost Accountants. a 


Manufacturers’ Excise Taxes: 


The new Revenue Act imposes an excise tax on the sale by the 
manufacturer or producer or importer of the articles which are 
listed below in the order in which they appear in the statute. 

In some cases, as indicated, the tax is on importation. 


Lubricating oils (sale by manufacturer or 


producer, or on importation).......... 4¢ per gal. 
Brewer’s wort (sale by manufacturer or 
producer, or on importation).......... 15¢ per gal. 
Malt and extracts (sale by manufacturer or 
producer, or on importation).......... 3¢ ib. 
Grape concentrate (sale by manufacturer or 
producer, or on importation).......... 20¢ per gai. 
Crude petroleum and derivatives, except lu- 
bricating oil and gasoline (on importation 
Gasoline (on importation)............... 24¢ per gal. 
Gasoline (sale by producer or importer)... 1I¢ per gal. 
Paraffin (on importation only)........... 1¢_ per lb. 
| Coal, coke and briquettes (importation only 
from certain per 100 Ibs, 


Lumber (except certain flooring) (on im- ‘i 
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portation only) 
Copper and copper ores (importation only) 
Various copper alloys (importation only) .. 
Tires, rubber or part rubber............. 
Inner tubes 
Tooth pastes and mouth-washes, toilet soaps 
Other toilet preparations................ 
Furs, including articles with fur as chief 
value 
Jewels and jewelry (less than $3 each ex- 
empt) 
Watches, clocks (less than $3 each exempt) 
Watch and clock parts (9¢ or less each ex- 
empt) 
Opera, field giasses, etc. (less than $3 each 
exempt) 
Automobile trucks and bodies............ 
Other automobiles and bodies and motor- 
cycles, but not 
Parts or accessories, except tires and tubes, 
for trucks or other automobiles......... 
Radio receiving sets, component parts and 
tubes 
Household mechanical refrigerators and 


component parts 


Sporting goods and games............... ; 


Firearms and ammunition............... 
Matches, except paper... 
Paper matches in books.................. 
Candy 
Chewing gum 
Soft drinks 
Cereal beverages 
Grape juice 
Carbonated beverages ................. 


$3 perMFBM 


4¢ per lb. 
Various rates 


2%¢ per lb. 
4¢_ per Ib. 
5% 

10% 

109 


10% 
10% 


10% 


10% 
2% 


3% 
2% 


5% 
5% 


2¢ per 1,000 
V4¢ per 1,000 


10% 
10% 
10% 
2% 
2% 
134¢ per gal. 
5¢ per gal. 
2¢ gai. 
2¢ per gai. 
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Mineral water 2¢_ per gal. 
2¢__—sper gai. 
Fountain syrups, to be used in carbonated 

beverages sold in bottles............. 5¢ per gal. 


Fountain syrups, sold for use in manufac- 
turing cereal beverages, still drinks 
other than grape juice or mineral 
waters, or for use in grape concen- 


trates, grape syrup, etc...........+.. No tax 
Fountain syrups, other sales or use..... 6¢ per gal. 
Carbonic acid gas, sold for or used in soft 


Electricity (collected by vendor from con- 
sumer) (excluding sales for industrial 


The descriptions of taxable products presented in the above tab- 
ulation are necessarily brief. Whether some products are taxable 
must be determined by examination of the statute and regulations, 
and there will be many uncertainties to be cleared up by subse- 
quent regulations or court decisions. 


The tax on the importation, or on the sale by the manufacturer, 
producer or importer, went into effect on June 21, 1932. 

The tax is, in general, assessed against the vendor. The sale of 
taxable articles under contracts entered into prior to May I, 1932, 
title to the articles passing after June 21, 1932, is covered by Sec- 
tion 625, amended somewhat June 13, 1932, under which in some 
instances the tax must be paid by the vendee to the vendor. The 
phraseology of the statute before and after the amendment and 
the phraseology of the regulations thereunder are not as clear as 
could be desired. The following interpretation is suggested: 


If the manufacturer, producer or importer, prior to May I, 
1932, entered into a bona fide contract for the sale on or after 
June 21, 1932, of any article subject to tax as indicated in the pre- 
ceding schedule, and the contract does not specifically provide for 
adding the whole of any tax later levied upon such article by this 
act, then unless the contract definitely prohibits such addition, such 
tax shall be collected by the vendor from the vendee and paid by 
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the vendor to the Government. If the vendee refuses or fails to 
pay such tax to the vendor, the vendor shall so report to the Com- 
missioner and the tax shall be collected from the vendee. 

Where title passed prior to June 21, 1932, the tax does not 
attach whether or not contract was entered into prior to May 1, 
1932. 

The sale of gasoline after June 30, 1933, is not taxable. The 
sale of automobiles, automobile trucks, motor-cycles, automobile 
accessories, tires, and tubes, after July 31, 1934, is not taxable. 
The sale or importation of all other articles listed in the schedule 
above is not taxable after June 30, 1934. 

There is provision in the act for the refund of the tax paid on 
automobiles, including trucks and motor-cycles, tires and tubes, 
and accessories, in the hands of a dealer on August 1, 1934. Such 
refund will be made to the manufacturer or importer who paid 
the tax, who must refund the proper amount to the dealer, or on 
the order of the manufacturer or importer the refund will be made 
direct to the dealer. There is no similar provision for refund on 
any of the other similarly taxed articles remaining on hand when 
the tax no longer attaches. 

The tax attaches at the time of the sale by the manufacturer, 
producer or importer (in a few instances on importation), and is 
in no way affected by the collection of the account, except in con- 
nection with installment payments. 

A lease, under this statute, is the equivalent of a sale. In the 
case of leases, installment sales where title passes at a future date, 
and conditional sales, with payments to be niade in installments, a 
proportionate part of the total tax shall be paid upon the receipt 
of each installment. In the case of installment sales where title 
passes at once, the entire tax is currently due. If sold under a 
bona fide contract for sale entered into prior to May 1, 1932, 
such as described above in relation to Section 625 of the statute, 
in which no provision is made with regard to such a tax as is now 
levied, and delivery was made to an ultimate consumer prior to 
June 21, 1932, even though title passes later no tax attaches to 
installment payments before or after June 21, 1932. If delivered 
after June 21, 1932, or if delivered prior thereto under contract 
entered into on or after May 1, 1932, and title passes on or after 
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June 21, 1932, the tax applies to installment payments received 
during the period the tax is effective. As in the case of ordinary 
sales, if title passed prior to June 21, 1932, no tax attaches. 

Sales to a dealer on consignment, or deliveries to a dealer who 
is acting as agent for the manufacturer, producer or importer, are 
taxable only when sold by the dealer, the tax, however, being paid 
by the manufacturer, producer or importer. This provision may 
be of much importance as the end of the taxable period approaches. 

The sale of a taxable article to a manufacturer to be used in the 
manufacture of or to become a part of a taxable article, except in 
the case of tires, tubes and furs, is not taxable if made on a cer- 
tificate from the purchaser that the article is to be so used or is 
to be sold under similar certificates. Such certificates must cover 
either specific sales or sales within a stated period not exceeding 
one month. Where such taxable articles were purchased prior to 
June 21, 1932, and became a part of a taxable article sold prior 
to the expiration date of the tax, the entire taxable article is 
nevertheless subject to the tax. 

When a tax-paid article is used in the manufacture of other 
taxable articles or is used in the manufacture of articles sold tax 
free to another manufacturer of taxable articles, including such 
use of fur, but not including tires and tubes, credit or refund of 
the tax originally paid will be allowed to such user. 

Tires and tubes are not tax free under a certificate when sold 
to a manufacturer, but when sold on or in connection with a 
taxable article, the purchase price of the tires and tubes, exclud- 
ing any part of such price attributable to a metal rim or rim base, 
shall be deducted from the sales price of the taxable article and 
the tax based on the net figure. Where the manufacturer of the 
article on which such tires and tubes are used is itself the manu- 
facturer or importer of the tires and tubes, the tax will be paid 
by such manufacturer or importer separately on the usual sale 
price of the tires and tubes exclusive of rims, at the rates of tax 
for tires and tubes. 

If any taxable article is used by the manufacturer or importer 
of such article except in the manufacture of a taxable article, such 
use is considered the equivalent of a sale and is taxable as such, 
based upon a fair market price. 
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When sold for export or for shipment to a possession of the 
United States by the manufacturer, producer, or importer and 
the articles are in due course so exported or shipped, the tax does 
not apply. In order that sales for export may be tax exempt, the 
manufacturer, producer, or importer must have in his possession 
at the time title passes or at the time of shipment, whichever is 
prior, a written order or contract of sale showing that the ship- 
ment is to be made direct to a foreign destination, or if delivery 
is to be made within the United States a sworn statement from 
the purchaser showing that the article is purchased to fill a par- 
ticular order or contract and held by the purchaser for foreign 
shipment, or to fill future orders for delivery to a foreign destina- 
tion, and that such article will be transported to its foreign des- 
tination in due course, prior to use or resale or further manu- 
facture within the United States. Within six months of such 
sales the manufacturer must have proof of exportation or the tax 
will be payable. If proof of exportation becomes available later, 
any tax paid will be refunded or credited if claim is filed within 
the four-year period provided by statute. 

Sales to the United States, the government of the District of 
Columbia, or a Territory or possession of the United States, of 
articles included in the foregoing schedule, except firearms, ammu- 
nition, or electrical energy, are taxable. 

Sales to the States or political subdivisions thereof to be used 
in the exercise of an essential governmental function, and all sales 
of firearms, ammunition, and electrical energy to such States and 
subdivisions are exempt. Other sales to States or political sub- 
divisions are taxable. 

The tax on the sale of electrical energy applies to that for 
household consumption, and for commercial consumption except 
as used in manufacture or other industrial purposes. 

The tax does not apply to any article of native Indian handi- 
craft manufactured or produced by Indians on Indian reserva- 
tions, or in Indian schools, or by Indians under the jurisdiction 
of the United States Government in Alaska. 

The price at which sold by the manufacturer, producer or im- 
porter will ordinarily be the basis upon which the tax is calcu- 
lated. Such price will include any charges for coverings, con- 
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tainers, etc., incident to placing the article in condition packed and 
ready for shipment, but where there is any subsequent refund to 
the purchaser on the return of such coverings or containers, re- 
fund will be allowed, or credit may be taken on any subsequent 
tax return, for the portion of the tax paid on the part of the price 
actually refunded to the purchaser. 

Charges for transportation, delivery, etc., may be excluded from 
the basis for the tax, but it must be shown to the Commissioner 
that such exclusions represent fair amounts, and this must be 
established by adequate records. 

Discounts and various adjustments of sale price, as for quanti- 
ties over a period, including protection on account of subsequent 
price reductions, which cannot be anticipated may be the basis 
for a refund, or credit against any tax payable subsequently. 
Where the amount of such discount is definite and not contingent 
the discounts may be used as reductions of the sale price. 

Credit or refund will be allowed in connection with articles 
returned. Where sold under a guaranty, the tax applicable to any 
amount refunded under such guaranty will be refunded or cred- 
ited. When there is a replacement or exchange under such guar- 
anty, the tax on the new article will be based only upon the amount 
actually paid to the manufacturer for such new article. 

The manufacturer’s wholesale price is intended to be the basis 
for the tax. Where the manufacturer, producer, or importer sells 
at both wholesale and retail, or where he sells on consignment 
and the settlement is on some basis other than the ordinary whole- 
sale price, the basis of the tax will be the price at which the manu- 
facturer ordinarily sells such articles wholesale in similar quan- 
tities. If there have been no such sales at wholesale, a fair mar- 
ket price will be determined by the Commissioner. 

Where the sale is not an arm’s length transaction, as in inter- 
company transfers at less than the usual wholesale price, etc., the 
tax shall be computed upon a fair market price determined by the 
Commissioner. 

The sale price as a basis for the tax shall not include the tax 
itself, whether or not the tax is stated separately on the bill. 
Thus on articles taxed at 5%, the total sale price (in which the 
tax is assumed to be included) may be divided by 1.05 and the 
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quotient will be considered the sale price on which to calculate 
the tax. Such calculation will be made after all other exclusions 
referred to above. 

Any merchant who increases the price of any goods on hand 
June 21, 1932, or acquired later, and states that any part of such 
increase is due to the Federal tax when in fact no tax has been 
paid on such articles, or when the tax was less than the increase 
ascribed to the tax, is guilty of a misdemeanor and subject to a 
fine of not more than $1,000 or imprisonment not exceeding one 
year, or both. 

No interest will be paid on refunds or credits of these excise 
taxes. 

Except as referred to above in connection with price adjust- 
ments or the return of goods, refunds will be allowed only on 
proof that the tax has not been included in the charge to the 
vendee unless subsequently refunded, or on filing with the Com- 
missioner written consent of the ultimate purchaser to the allow- 
ance of the credit or refund. 

All persons required to pay any of the taxes on soft drinks (in- 
cluding such soda fountains as make their own syrups as well as 
the manufacturers and importers) are required to obtain and 
keep posted a certificate of registry in accordance with regula- 
tions of the Commissioner. A penalty of $1,000 for non-observ- 
ance is provided. 

Returns are to be filed with the Collector of Internal Revenue 
on or before the last day of the month following that for which 
the return is made, except that if such last day of the month falls 
on Sunday or a legal holiday the return may be filed upon the next 
business day. The tax is to be paid at the time of filing the return. 
Any tax not paid when due will bear interest at 1% a month until 
paid. A penalty of 25% of the amount of the tax will be as- 
sessed for failure to file a return and there is a further penalty 
for continued neglect. 

The taxpayer must maintain suitable records with sufficient 
information to enable the Commissioner to determine whether the 
correct amount of tax has been paid, and these records must be 
retained available for inspection for four years from the date the 
tax becomes due. 
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Of these manufacturer’s excise taxes only the tax on electrical 
energy is deductible on the tax return of the individual consumer. 
The other taxes, being levied against the manufacturer or im- 
porter, are deductible by him as a tax or as a business expense. 
The consumer may deduct any taxes passed on to him only as a 
business expense or through addition to the cost of goods sold, 
not as a tax paid. 


SUNDRY EXCISE TAXES 


In addition to the excise taxes on sales by manufacturers, pro- 
ducers and importers, a number of other excise taxes are included 
in the new Revenue Act. These are listed below followed by brief 
comment. 


Telephone conversations 


Charges of 50¢ to 10¢ 
Charges of $1 to $1.99.............005 15¢ 
Charges of $2 and more.............-. 20¢ 
Telegragh mesenges 5% 
Cable and radio dispatches............... 10¢ 
Admissions of: 41¢ and over............. 10% 


Stamp taxes 
Issues of bonds, each $100 of face value 


Issues of stocks 
$100 or fraction of par value........ 10¢ 


$100 or fraction of actual value of no 

par stock, if actual value per share 

$20 or fraction of actual value of no 

par stock, if actual value per share 


Each $100 of face value or fraction... 4¢ 


Transfers of Stocks 
If selling price is $20 or more per share, 
on each $100 or fraction of par value, 
or each share of no par value....... s¢ 
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If selling price is less than $20 per 
share on each $100 or fraction of par 
value, or on each share of no par 

On transfers other than by sale, unless 
exempt, on each $100 or fraction of 
par value, or on each share of no par 

Transfers of real estate (excluding the 
value of any lien or encumbrance re- 
maining thereon at the time of sale) 

Values exceeding $100, up to $500.... 50¢ 

Each additional $500 or fraction...... 5o0¢ 

There is no transfer tax on mortgages. 

Sales of produce for future delivery 


Each $100 of value or fraction......... 5¢ 
Transportation of oil by pipe lines........ 4% 
Leases of safe deposit boxes, 40 cubic ft. 


Use of boats, not trading or fishing, length 
28 ft. to 200 ft. or more (Foreign built | 
not owned January 1, 1926, double tax).. $10 to $200 


Postal rates 
First class mail matter, per ounce....... 3¢ 
Advertising portion of publications, by 
zones, per pound  2¢tO10¢ | 


Of the above misce!laneous taxes, that on checks has probably 
attracted the most comment. During the discussion of this section 
in Congress, it was the desire of a number of senators and rep- 
resentatives to exempt the multiple checks of farm cooperatives, 
etc., and there were published in the Congressional Record ex- 
amples of how this could be done. It was suggested that the same 
method would apply to payroll checks. 

The regulations issued under the new Revenue Act state that an 
order for the payment of money, in form drawn upon the drawer 
and made payable at a bank, is subject to the tax if such instru- 
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ment, without more, constitutes an order to the bank to pay the 
instrument and charge the amount thereof against the account of 
the drawer. 

At the time of writing there is considerable doubt on this mat- 
ter, but it would seem from the discussion in Congress and the 
above regulation that if the payroll check is not drawn upon a 
bank but is merely an order drawn upon the company or its treas- 
urer for the payment of a definite amount, and if there is an 
agreement between the company and a bank that the latter will 
cash such orders when presented by or on behalf of the payee, and 
receive a single check from the company corresponding to the total 
of the orders so cashed during the day, that only the single check 
would be subject to the tax of 2¢. 

It is probable that so-called counter checks which are not labelled 
checks and which are in fact merely receipts for money, are not 
taxable under the statute. 

The miscellaneous excise taxes went into effect June 21, 1932, 
except that the tax on Boats was effective July 1, 1932, the increase 
in postal rates on first class matter was effective July 6, 1932, and 
on advertising matter July 1, 1932. These taxes terminate June 
30, 1934, except the tax on leases of safe deposit boxes, with re- 
gard to which the statute does not appear to provide a date for 
termination. 

Except in the case of stamp taxes, the provisions for filing re- 
turns, payment, etc., are in general similar to those referred to in 
regard to sales by the manufacturer or importer. 

Of these miscellaneous excise taxes, the stamp taxes are de- 
ductible as taxes by the transferor. The tax on transportation of 
oil by pipe lines is levied against the person furnishing the trans- 
portation, and is deductible by him as a tax, or by others only if a 
business expense. The other taxes in this group are levied against 
the consumer, although collected by those rendering the taxable 
service, and these other taxes are deductible as a tax by the con- 
sumer, individual or other. 


Income Tax on Corporations: 


The rate on corporations filing separate returns has been in- 
creased from 12% to 1334%. In the case of a consolidated return 
the tax rate is increased to 144%2% for the years 1932 and 1933. 
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As under the previous act, consolidated returns are allowed 
under carefully prescribed regulations to which the corporations 
must assent. Consolidated returns are not compulsory, and the 
election to file separate or consolidated returns may be exercised 
for 1932 even though consolidated or separate returns were previ- 
ously filed. As previously, the privilege of filing consolidated re- 
turns is limited to those corporations affiliated in accordance with 
the statutes and regulations, being in general those corporations re- 
lated by the ownership of 95% of the stock of one corporation by 
another corporation. 

There have been no changes in the definition of gross income, 
but the deductions allowed have been changed somewhat, and there 
have been changes in the method of determining loss or gain on 
the sale of assets. 

“Net losses” under the previous act would be carried forward 
and offset against taxable income for two succeeding years. Under 
the new act net losses may be carried forward one year only. The 
net loss for 1930 may not be carried forward to 1932, and the net 
loss for 1931 may be carried forward only to 1932. 

Previously all losses not compensated for by insurance or other- 
wise were allowed as deductions from income of corporations. An 
exception to this is provided by the new act, applicable to indi- 
viduals, as well as to corporations, so that losses from the sale or 
exchange of stocks and bonds of corporations or of an investment 
trust whether or not a corporation, which have been held for less 
than two years at the time of their sale or exchange, including 
lesses on short sales, shall be allowed only to the extent of gains 
realized within the year from sales or exchanges of such securities 
held less than two years. The statute includes in such gains any 
gains derived by the taxpayer from the retirement of its own obli- 
gations. 

The above limitation on losses does not apply to losses on the 
sale or exchange of bonds or other evidences of indebtedness of a 
government or political sub-division thereof, and does not apply to 
the sale of securities by a dealer therein acquired for resale to his 
customers, nor to a bank or trust company or any one carrying on 
a banking business where the receipt of deposits is a major part 
of the business. 
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Any loss or portion of a loss disallowed under the above pro- 
vision, although not deductible in the year in which incurred, may 
be carried forward to the next succeeding year as a deduction from 
gain on sales or exchanges of corporation stocks or bonds held 
less than two years at the time sold. The loss which may thus be 
carried forward into the succeeding year is limited to an amount 
equal to the taxpayer’s net income for the taxable year in which 
the loss was sustained, thus giving him the benefit in the succeed- 
ing year of a deduction no greater than he could have used in the 
current year. 

Under the 1928 Act the Commissioner ruled that in determining 
whether securities acquired in connection with a “wash sale” were 
held for more than two years, the two-year period ran from the 
date of the repurchase and not from the original purchase date. 
The new Revenue Act provides that the two-year period begins 
to run from the date of acquisition of the original securities on 
which the loss from disposition was not allowed in connection with 
a wash sale. 

Under previous acts dividends of all corporations were de- 
ductible from the gross income of corporations receiving them. 
Under the present act such deductions are limited to the dividends 
of corporations which are themselves subject to the Federal income 
tax. Dividends from corporations exempt from the Federal tax 
are therefore taxable to the recipients. 

The credit against net income in the amount of $3,000 for cor- 
porations with taxable income not in excess of $25,000 has been 
eliminated from the present statute, there being no specific exemp- 
tion allowable to corporations. | 

Under the Revenue Act of 1928, a number of foreign corpora- 
tions, particularly Canadian, were organized with the expectation 
of avoiding the United States tax on the gain on the sale of assets. 
The new act attempts to prevent this avoidance by providing that 
a non-taxable reorganization may not be effected with a foreign 
corporation, unless it has been established satisfactorily prior to 
such reorganization that it was not planned for the purpose of 
avoiding Federal income taxes. The new act also provides that the 
transfer of stock or securities to a foreign corporation, trust or 
partnership as paid-in surplus or as a contribution to capital shall 
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bear an excise tax of 25% of the excess of the fair value over the 
cost or other basis. 

Under previous revenue acts there was some opportunity in the 
case of non-taxable reorganizations to step-up the basis of the 
property to the value at the date acquired. The temporary use of 
21% of new capital usually permitted this. Under the Revenue 
Act of 1932 the 80% control affecting this situation has been 
changed to 50%, so that where 50% or more of the interest or 
control in the property transferred remains in the same persons or 
any of them, the basis for determining loss or gain and the basis 
for determining depreciation may not be written up above that 
allowable to the predecessor owner. 

Under the new act, this prohibition against writing up the value 
of assets acquired by a corporation is extended to any assets ac- 
quired by the corporation after December 31, 1920, as paid-in 
surplus or as a contribution to capital, irrespective of the control 
retained by the transferror. 

Under previous revenue acts, and court decisions interpreting 
them, there has been more or less uncertainty in regard to the treat- 

_ment of taxes and other carrying charges on unproductive real 
estate. The present statute provides that such items shall be 
capitalized in determining the basis for loss or gain, or deprecia- 
tion, to the extent that they have not been taken as deductions in 
determining net income for any taxable year. 

In making adjustment for depreciation in determining the basis 
for measuring loss or gain some of the reyenue acts have provided 
for recognizing depreciation allowed, and others the depreciation 
allowable. The present act provides for a reduction of the basis 
by the amount of depreciation since February 28, 1913, to the ex- 
tent allowed, but not less than the amount allowable under the 
various revenue acts. 

The amount allowed as depletion under previous revenue acts, 
based upon discovery value or percentage of income, to the extent 
that it exceeded the amount otherwise allowable, shall not be de- 
ducted in determining the basis for loss or gain. 

The new act provides that the basis for depreciation shall be the 
same as that for the purpose of determining loss or gain on the 
sale or other disposition of the property, expressed briefly above. 
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Interpreted literally, one might assume that depreciation is to be 
calculated upon the net depreciated value. It seems probable that 
the regulations will avoid this and continue to permit depreciation 
to be calculated upon a straight line basis. 

There have been important changes in the allowance for deple- 
tion. The use of discovery value in the case of mines is now 
limited to mines other than metal, coal or sulphur, in regard to 
which latter mines optional deductions on a percentage basis are 
allowable. 

Under the previous act depletion of oil and gas wells was 
allowed at 2714% of the gross income from the property, but not 
in excess of 50% of the net income from the property before al- 
lowance of depletion, and not less than the depletion allowable 
upon a cost or ordinary basis. This has been modified in the pres- 
ent act to exclude from gross income an amount equal to any rents 
or royalties paid or incurred in respect to the property. 

The percentage allowance for depletion is now extended to coal, 
metal and sulphur mines, the percentages being 5% for coal mines, 
15% for metal mines, and 23% for sulphur mines or deposits, the 
per cents being applied to gross income after excluding therefrom 
an amount equal to any rents or royalties paid or incurred. As in 
the case of oil and gas wells the depletion shall not exceed 50% 
of the net income from the property, computed without allowance 
for depletion, and for the taxable years 1932 and 1933 the deple- 
tion shall not be less than that allowed without reference to the 
percentage basis. 

In the case of coal, metal and sulphur mines, the taxpayer in 
making his return for 1933 must state as to each property whether 
he elects for succeeding taxable years to determine the depletion 
allowance as a percentage of gross income. If the taxpayer fails 
to make such statement of his election on the 1933 return the de- 
pletion allowance for such property for succeeding taxable years 
shall be computed without reference to percentages of income. 
Apparently such election for succeeding years need not conform to 
the election for 1933. 

Taxes paid to foreign governments or to possessions of the 
United States will still be allowed as a credit against the tax pay- 
able to the United States, but with certain limitations. There are 
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two limitations, both of which apply. The credit allowed against the 
tax to the United States on account of the tax paid to any country 
shall not exceed the proportion of the tax payable to the United 
States before such credit is taken which the income from sources 
within such country bears to the taxpayer’s entire net income. This 
proportion is to be applied separately to the tax paid to each for- 
eign government. In addition, the total amount of the credit al- 
lowable as a deduction from the tax payable to the United States 
shall not exceed the proportion of the total tax payable to all for- 
eign governments which the taxpayer’s net income from sources 
without the United States bears to his entire net income. 

Previously any portion of foreign taxes not allowed as a de- 
duction from the tax payable to the United States was allowed as a 
deduction from income. Under the new act foreign taxes paid will 
be allowed as a deduction from income only if no deduction of any 
part of such taxes is taken from the tax due the United States. It 
may therefore be necessary to determine which will reduce taxes to 
the greatest extent, the deduction from taxable income of the entire 
taxes paid foreign governments, or the deduction from the tax 
payable to the United States of the portion of such foreign taxes 
allowable. The claim for the credit of foreign taxes as a deduction 
from the tax payable to the United States must be made on the 
return when filed, and cannot be claimed subsequently. 

The withholding of tax at the source in the case of income pay- 
able to non-resident aliens has been increased from 5% under the 
previous act to 8% under the present act, and in the case of income 
payable to foreign corporations the tax to be withheld has been 
increased from 12% to 133%4%. 

Information returns are again required from employers and 
those making payments in substantial amounts of interest, rent, 
and other fixed or determinabe amounts of income (except pay- 
ments to corporations). These returns of information are to be in 
accordance with regulations not yet issued by the Commissioner. 
Since the specific exemption allowed on individual tax returns has 
been reduced to $1,000 for a single person and to $2,500 for a 
married person, information returns in regard to salaries, wages, 
etc., will have to include all payments of these amounts or over. 

Trusts for the benefit of employees were exempted under the 
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1928 act from filing income tax returns, and this is continued 
under the new act, but there is an equitable provision in the new 
act in regard to the taxability of distributions by such trusts. The 
regulations under the 1928 Act with regard to employees’ trusts 
did not amplify the provisions of the act itself, and the act provided 
that the amount contributed by the employer and all earnings of 
such a trust should be taxed to the distributees in the year in which 
it was distributed or made available to them. Thus the measure of 
the amount taxable to the individual was the amount contributed 
by the employer plus any earnings on the entire fund. Under the 
present act, the phraseology is different, making the measure of 
the tax to the individual the amount actually distributed or made 
available to him. Where the distribution is in the form of secur- 
ities, as for instance in the stock of the employer corporation, the 
amount taxable to the employee shall be the fair market value of 
the distribution to him less the amount paid in by him. 

Under the previous revenue act, decisions of the Board of Tax 
Appeals could be appealed either by the taxpayer or the Commis- 
sioner within six months from the date of the decision. This time 
limit is reduced under the new act to three months, and applies to 
any decision handed down by the Board of Tax Appeals after 
June 6, 1932. 

A suit by a taxpayer for a refund of taxes paid must be filed 
within two years from the Commissioner’s rejection of a claim for 
refund. This date of rejection has in some instances been difficult 
to determine and the new statute provides that the Commissioner 
must notify the taxpayer by registered mail that a refund claim has 
been disallowed, and the date of such notice starts the two-year 
period for filing suit. 

The Revenue Act of 1932 provides for 6% interest on addi- 
tional assessments. It makes no specific mention of interest on re- 
funds of income taxes, although it provides that interest shall not 
be paid on refunds of the tax on sales. If, as is believed by some 
well-informed tax practitioners, the provision for interest on re- 
funds under the prior act carries over, the rate will be 4% under 
the Appropriations Act of June 30, 1932. 

There is a question in connection with interest on refunds pro- 
vided by prior laws, as to whether the Appropriations Act can re- 
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duce the rate from 6% to 4% on such portion of the interest as 
had accrued prior to its passage. 
Income and Other Taxes on Individuals: 


The changes in the Revenue Act applicable to individuals are 
few, but important. The normal income tax has been increased 


as follows: 


Previous Act New Act 


On first $4,000 after deductions.... 1%% 47% 
Oem ment $4000. 3% 8% 


Under the previous act surtax began at 1% on amounts in ex- 
cess of $10,000, with a maximum of 20%. Under the new act the 
surtax begins at 1% on amounts in excess of $6,000, with a 
maximum of 55%. 

Personal exemptions have been reduced from $1,500 to $1,000 
for single persons, and for married persons or heads of families 
from $3,500 to $2,500. The amount allowed for each dependent 
remains at $400. If there is a change in status with regard to per- 
sonal exemptions or allowances for dependents during the year, 
the deduction is apportioned by months. 

The provisions in regard to various items, as dividends, losses 
on the sale of stocks and bonds, wash sales, net losses, credit for 
foreign taxes, interest on refunds, etc., referred to above under 
Income Tax on Corporations, apply to individuals unless other- 
wise obvious. 

The provision for a deduction on account of earned income has 
been eliminated by the Revenue Act of 1932. 

Joint ventures, syndicates, and similar activities are defined in 
the new act as partnerships, and separate information returns for 
each of these uiust be filed. 

The Estate Tax exemption has been reduced from $100,000 to 
$50,000 and in addition to a tax on the net estate of persons dying 
after 5 P. M., eastern standard time, June 6, 1932, at the rates 
imposed by the Revenue Act of 1926 there is added a supertax, the 
general effect of which is to more than double the tax under the 
prior law. The 80% credit for state inheritance tax is only ap- 
plicable to that portion of the tax computed under the 1926 law. 
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The new act imposes a tax on gifts. Certain gifts for charitable, 
educational and other specified public purposes are exempt, as is 
also the first $5,000 of gifts in a given year to any person. There 
is one specific exemption of $50,000 a part of which may be used 
each year as needed. 

The total of all gifts made during the year less the deductions 
mentioned above, constitute the net gifts subject to tax. The tax 
is computed each year at rates (which approximate three-quarters 
of the estate tax rates now in effect) applied to the aggregate of 
the net gifts made on or after June 7, 1932, and the assessment is 
the excess of such amount over the total of gift taxes previously 
paid under the new law. 
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